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What this chart shows

This chart illustrates the real equity risk premium (ERP) of US equities, by plotting the 
inverted 1-year forward price-to-earnings (P/E) ratio (i.e. forward earnings yield) 
of the S&P 500 and subtracting the yield on 30-year US inflation-linked bonds. The 
result provides a historical perspective on how the compensation for taking equity 
risk, relative to the long-term real risk-free rate, has evolved over time.

A higher ERP implies that equities are offering greater compensation for risk, often 
due to pessimistic economic expectations or market volatility. Conversely, a lower 
ERP suggests confidence in growth prospects or an increased appetite for risk-
taking, potentially signalling frothy equity valuations or tighter monetary conditions.

Over the period we can see key inflection points, such as the dot-com bubble (1999-
2000), the global financial crisis (2008-2009), and the market turbulence following 
the COVID-19 pandemic (2020). Sharp increases often correspond to heightened 
investor uncertainty, where falling bond yields and reduced equity valuations boost 
the ERP. Conversely, declines suggest improved investor confidence, rising bond 
yields, or elevated equity valuations reducing the risk premium. The recent trajectory 
has been a combination of both these factors, increased equity valuations despite 
rising real rates.

Why this is important

A long duration asset such as a 30-year inflation linked bond offers a meaningful 
comparator when assessing the risk you are willing to bear as an equity investor. 
In the case of US equities, investors are only receiving a 2-percentage point risk 
premium over and above long-term inflation protected returns of over 2%. While 
earnings growth may be enough to offset both inflation and valuation compression 
over a period of three decades, the intervening period can be painful for investors.

For multi-asset investors, this measure can provide a key consideration for portfolio 
allocation and valuation analysis. The era of low interest rates distorted the 
investment landscape post the global financial crisis of 2008, making equities a 
consistently attractive option from a relative perspective, with few alternatives. The 
increase in interest rates over the last three years has inflicted significant pain on 
bond holders over this period of normalisation. While today’s 30-year US real yield of 
around 2.5% may not be a highly compelling proposition on an absolute basis, they 
are at their most competitive versus equities for over 20 years. This provides genuine 
diversification opportunities for investors, particularly in the light of elevated equity 
valuations.  
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
研富投資服務有限公司
9th Floor, Centre Mark II
305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest 
Investment Services Limited and/or 
Belvest related companies (collectively, 
and individually Belvest) solely to its 
clients, qualified prospective clients or 
institutional and professional investors. 
Unless stated otherwise, any opinions or 
views expressed in this communication do 
not represent those of Belvest. Opinions or 
views of any Belvest company expressed 
in this communication may differ from 
those of other departments or companies 
within Belvest, including any opinions or 
views expressed in any research issued by 
Belvest. Belvest may deal as Distributor or 
Agent, or have interests, in any financial 
product referred to in this email. Belvest 
has policies designed to negate conflicts 
of interest. Unless otherwise stated, this 
e-mail is solely for information purposes.

This message may contain confidential 
information. Any use, dissemination, 
distribution or reproduction of this 
information outside the original recipients 
of this message is strictly prohibited. If 
you receive this message by mistake, 
please notify the sender by reply email 
immediately.

Unless specifically stated, neither the 
information nor any opinion contained 
herein constitutes as an advertisement, an 
invitation, a solicitation, a recommendation 
or advise to buy or sell any products, 
services, securities, futures, options, other 
financial instruments or provide any 
investment advice or service by Belvest.

No representation or warranty is given as 
to the accuracy, likelihood of achievement 
or reasonableness of any figures, forecasts, 
prospects or return (if any) contained in the 
message. Such figures, forecasts, prospects 
or returns are by their nature subject to 
significant uncertainties and contingencies. 
The assumptions and parameters used 
by Belvest are not the only ones that 
might reasonably have been selected 
and therefor Belvest does not guarantee 
the sequence, accuracy, completeness 
or timeliness of the information provided 
herein. None of Belvest, its group members 
or any of their employees or directors shall 
be held liable, in any way, for any claims, 
mistakes, errors or otherwise arising out 
of or in connection with the content of this 
e-mail.

This e-mail and any accompanying 
attachments are not encrypted and cannot 
be guaranteed to be secure, complete or 
error-free as electronic communications 
may be intercepted, corrupted, lost, 
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore 
does not accept any liability for any 
interception, corruption, loss, destruction, 
incompleteness, viruses, errors, omissions 
or delays in relation to this electronic 
communication. If verification is required 
please request a hard-copy version. 
Electronic communication carried within 
the Belvest system may be monitored.
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